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ABSTRACT. The objective of this study is to investigate the transmission channels of the global financial crisis to the
economy of the Saudi Arabia. Review of studies shows that global financial crisis has transmitted through international trade
and finance. The current account and the capital account of the Balance of Payment are the major channels of transmitted
effects of the global financial crisis to the Kingdom. The study has adopted a new model derived from the “Gravity Model “.
This model explains the relationship between trade and economic size as measured by gross domestic product in one hand, and
the relationship between trade and distance between two countries on the other hand. The implementation of this model to the
phenomenon under investigation augments the model using capital flows adjusted by interest rates differentials between the
Kingdom and major trade partners. Those are accounted for almost %Y+ of the Kingdom foreign trade. The model was tested
using Panel data analysis; Fixed versus random effect model.

Results show that foreign trade is the channel of transmission of the financial crisis to the Kingdom. The capital movements
channel is not significant and the individual influences of trade partners come from Korea, United States, Japan, and China.
The study recommended that there must be a diversification in the direction of exporting and importing goods and services in
order to reduce risk of inconsistency of financial crises.





